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attributable to the individual aternative minimum tax (AMT). This
paper has two motivations. First, because compliance burdens have
an impact on AMT taxpayers in addition to the higher tax liability usualy
associated with AMT filers, a better understanding of the magnitude of the
compliance burdens imposed on taxpayers by the AMT is important for tax
policy and tax administration. Second, the development and analysis of the
estimates produced using the new Individual Taxpayer Burden Model (ITBM)
also provide an opportunity to evauate the ability of the ITBM to produce
reasonable and accurate burden estimates for specific tax provisions, current
or proposed, that are usable for tax policy and tax administration purposes.
Compliance burden is defined as the total of ataxpayer’s time spent and
monetary outlay from complying with his or her Federal income tax obliga-
tions up to and including the completion and filing of the taxpayer’s income
tax return. This measure does not include any additional burden that a tax-
payer may incur subsequent to filing, such as the burden associated with IRS
examination of the filed tax return. Further, when examining specific tax
provisions, the ITBM estimates incremental burden from that tax provision.
Thus, as estimated by the ITBM, the burden of the AMT is the incremental
burden on taxpayers because the AMT exists.
This paper is divided into five sections:

T his paper presents some estimates of the taxpayer compliance burden

> Thefirst section provides some background on the ITBM, including
the method the model uses to estimate taxpayer compliance burden
and the underlying data sources.

» Thesecond section provides asummary of the structure of the AMT.

> The third section discusses the steps taken to obtain compliance
burden estimatesfor the AMT from the ITBM and includes estimates
for taxpayerswho filethe IRSAMT form (Form 6251) with their tax
returns.
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> The fourth section develops AMT compliance burden for taxpayers
not directly affected by the AMT.

> The fifth section presents some observations about the use of the
ITBM for making taxpayer burden estimates, especially estimates for
specific tax provisions, and summarizes some suggestions for future
refinement of the ITBM.

Overview of the Individual Taxpayer Burden Model:
An ITBM Primer

How the Modd Works

The Individual Taxpayer Burden Model (ITBM) is a microsmulation model
that estimates compliance burden taxpayer-by-taxpayer for a sample of tax-
payers believed to be representative of the entire tax-filing population. The
ITBM was developed to use known information to impute and quantify be-
havior that generally cannot be observed directly.

The first stage in the development of the ITBM was to interview ap-
proximately 15,000 representative Federal individual income tax filers to de-
termine which activities they had undertaken in order to comply with their
Federa income tax obligations. This included collecting data on the amount
of time respondents had spent performing those activities, and the out-of-
pocket expenditures they had incurred, predominantly but not solely, for paid
preparation, tax advice, tax software and other tax materials, and mailing and
submission costs. The interview information was combined with the infor-
mation transcribed from these taxpayers' income tax returns, and the combined
information was used to devel op equations which related the information about
the lines and patterns of lines on IRS tax forms and schedules used by the
interviewed taxpayers to the time and expenditures that those taxpayers re-
ported having expended for complying with their Federal income tax obligations.

The ITBM then applies the equations developed to estimate the time and
out-of -pocket expenditures of a nationally representative sample of taxpayers
based on those taxpayers' activities, as reflected by their tax form line usage.
Inan ITBM microsimulation, burden is estimated for each taxpayer record to
determine a compliance burden for each sample taxpayer in the given year and
under the given set of actual or hypothetical provisions of thetax system. The
results for the sample taxpayers are weighted to reflect the entire population
and can be categorized in various ways, such as by adjusted gross income,
tax form used, filing status, or other desired characteristics.

The representative taxpayer sample currently being used by the ITBM is
the Continuous Work History Sample (CWHS) for Tax Y ear 2000. The CWHS
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is a one-in-two-thousand (0.05-percent) sample of tax returns based on cer-
taindigitsinthefilers taxpayer identification numbers. The CWHS hasrecords
for about 65,000 taxpayers. For ITBM purposes, CWHS taxpayer records of
tax returns filed in 2001 but for tax years prior to 2000 were deleted, and the
weights of the remaining returns were adjusted by sample class to compen-
sate for the deletions. Because only a small humber of CWHS records may
reflect less commonly-used tax provisions, there may be limits on the accu-
racy of ITBM taxpayer burden estimates for such tax provisions. The extent
of such limitations has not been explored in detail.

Imputing Taxpayer Burden from Tax Return Information: The
Attribute M ethodology

The process of relating completed tax form lines to taxpayers' time and mon-
etary outlay was enhanced by associating each specific tax form line with
taxpayer behaviors and activities that can be inferred from the fact that the
given line was used by the taxpayer. Associating tax form lines with the
underlying activities that a taxpayer probably performed was intended to pro-
vide a better measurement of taxpayer burden based on tax form usage by
giving differential weight to varioustax formlines. Theimplicit assumptionis
that these tax form and instruction characteristics either directly reflect or are
agood proxy for taxpayer burden. The contractor devel oping the model, IBM

Consulting Services, painstakingly determined and classified the various ac-
tivities that taxpayers might typically undertake if their tax returns showed
that they had used a given tax form, schedule, or a given line on a form or
schedule.? Those activities were divided into three groups representing the
source of the information, the various operations that the taxpayer may have
had to undertake for the line, and the complexity of the various activities. In
all, six possible source activities, seven possible operation activities, and eight
possible activities representing complexity were identified.

Each of the 21 identified activities is called an “attribute.” If aline or
form is associated with one or more of the 21 attributes, that line is assigned
the total weight of those attributes, and the attribute count for each taxpayer
who used that lineisincremented accordingly. Moreover, the model attempts
to recognize that the burden related to a given tax form line may differ if the
operations associated with the line are different for taxpayers who reach the
line after having followed different paths or have different characteristics.
Hence, in some circumstances, two different taxpayers using the same line
may be assigned different attributes or attribute counts. Source and operation
atributes are binary, that is, they are either zero or one. Complexity attributes
are assigned a numerical total. For example, the complexity attribute count



142 Lerman and Lee

for aline would be three if the instructions for that line had two references to
instructions for other lines on the same form and one reference to a separate
publication. The types of attributes are summarized in Figure 1.

Figurel
Types of Attributesto Indicate Taxpayer Burden

Sour ce Attributes
-- A line item that requires information from a source.

Personal information

Information return

Other taxpayer records

Other third party records

From entry on same form or worksheet
From entry on other form or worksheet

Operation Attributes
-- A line item that requires the taxpayer to perform an operation at least once.

Compare

Evaluate conditions
Calculate

Decide

Document

Consult lookup table or list
Refer to instructions

Complexity Attributes
-- Each instance of the attribute in the instructions for aline item.

Tax tips or caution

Income/expense exclusion
Exceptionsto rule

Temporal rule

Reference to publication

Reference to instruction (same form)
Reference to instruction (other form)
Reference to Internal Revenue Code

In short, the attribute concept is used to separate taxpayer activitiesinto
discrete elements that require taxpayer time or may cause an out-of-pocket
expenditure. The underlying hypothesis is that, if the attributes correctly
measure the elements of burden, the resulting model can be used to measure
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the burden of new tax provisions not represented in the initial survey of tax-
payers.

It should be noted that the simple sum of ataxpayer’ s attributes does not
bear a one-to-one relationship to the taxpayer’ stotal burden. The attribute-to-
burden conversion is performed by the ITBM’s equations which relate the
sum of each of the 21 categories of attributes to burden. Statistical methods
(largely principal components and ordinary least squares) were used to de-
velop equations that quantitatively relate attributes and actual attribute counts
to time and monetary burden. Separate equations were developed for time
burden for each of seven categories of burden and for each of three tax return
preparation methods. The seven categories and three preparation methods are
summarized in Figure 2.

Figure 2

ITBM Burden Categories and Tax Preparation Methods
Burden Category Tax Preparation Method
1. Recordkeeping 1 Sef-preparation by manual methods
2. Gathering Tax Materials 2. Sdf-preparation using software
3. Using IRS Services 3. Preparation by apaid preparer
4. UsingaPaid Professional
5. Tax Planning
6. Form Completion
7. Form Submission

The attribute index and the attribute count assigned to each tax form or
tax form line were the same for the development of equations for most burden
categories and tax preparation methods. However, a different attribute index
using fewer categories of source attributes was used for a more accurate
development of the recordkeeping equations. Inaddition, for theform comple-
tion equations, taxpayers using paid preparers and self-preparers using soft-
ware were not assigned attributes for the copying of previously entered infor-
mation or calculations, lookups, or comparisons. It was assumed that these
types of preparers did not incur incremental burden because such operations
were performed by tax software.

Additional I TBM Features

The burden model also includes atax calculator which is essential to “what if”
simulations of legidative and administrative changes in the Federa individua
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income tax system. The tax calculations help to determine the precise activi-
tiesthat a taxpayer will undertake to comply with the tax law and administra-
tive requirements included in the tax forms and tax form lines that must be
completed in order to prepare atax return with the correct tax liability. Inthe
ITBM, the output from the tax calculator might determine whether the tax-
payer itemizes his or her deductions or uses the standard deduction. Or, asis
relevant for this paper, the tax calculator helps to determine whether the tax-
payer has AMT liability or is otherwise required to file a Form 6251 (the tax
form used to report the AMT). Because it serves a more limited purpose, in
some instances, the ITBM tax calculator need not be as detailed as the tax
calculators used in revenue estimating models, nor is it intended to substitute
for such models.®

The precise steps required to produce a “what if” simulation with the
ITBM depend on the question being asked. For example, if oneis simulating
administrative changes (such as the changed content of a tax form, eigibility
for use of aform, or the requirement that a form be completed) a model run
generaly requires only that attributes and attribute assignment conditions be
atered. Of course, if anew form or tax form lineis being simulated, the user
must develop the “attributes’ for the new form or line in a manner consistent
with how attributes were assigned when the model was developed. |If legisla-
tive changes are being simulated, the tax engine may aso have to be altered to
reflect the determination of tax liability under the smulated tax law. If the
legidative change to be simulated involves something structurally different
from Tax Y ear 2000 law, additional taxpayer characteristics and behavior may
have to be imputed based on non-tax return information and then be appended
to each tax record in the model’ s production data file.

The very sophisticated ITBM interface includes an amost unlimited num-
ber of options for setting tax law, tax structures, tax parameters, and the
content of tax forms and instructions without having to reprogram the model.
The interface also includes options for changing certain program logic and
code in the Java language without having to understand the programming of
the entire model. It is anticipated that most simulations will be constructed
using those features. However, a knowledgeable programmer could modify
any part of the existing program code if that became necessary to perform a
desired simulation. Typically, the most time-consuming portions of setting up
a model run will be the redetermination of attributes and the conditions for
assigning attributes to taxpayers and, where applicable, the modification of
tax structures. The determination of attributes becomes more burdensome as
the number of new tax features that are being simulated increases.

Another feature of the model is that it includes options for assigning
certain taxpayer behavior on the basis of probabilities rather than on the as-
sumption that each taxpayer follows the path that minimizes tax liability. The
ability to simulate nontax-minimizing behavior activity is important because
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the ITBM is attempting to simulate the burden of what taxpayers actually do,
whether or not that minimizes their compliance burdens or their tax liabilities.
In practice, many taxpayers follow paths which appear to be more compli-
cated than required. For example, severa millions of taxpayers file on Form
1040 rather than on the simpler Forms 1040A or 1040EZ for which they are
eligible. Of particular relevance for the smulations underlying this paper,
some taxpayers file the AMT form (Form 6251) even though they are not
required to do so, while others do not file Form 6251 even though they are
instructed to fileit. The ITBM includes the ability to simulate such behavior
and its impact on taxpayer compliance burden.

Findly, it should be recognized that the ITBM was designed to serve
two related, but distinct, purposes. The first purpose is to provide estimates
of the total burden of the individual income tax system and how that burden
changes as both tax law and taxpayers' financial situations change. The sec-
ond purpose is to measure the burden of specific features or provisions of the
tax system including enacted provisions, possible legisative changes, and
changes to tax forms or instructions. The ability of the ITBM to provide
accurate estimates for specific tax provisions has not been fully validated.
This paper provides some ITBM results that can be used in that continuing
evauation.

Background on the Alternative Minimum Tax

The aternative minimum tax (AMT) is essentidly a paralel system to the
ordinary incometax. It was enacted to assure that high-income taxpayers pay
reasonable levels of income tax even if they use the provisions, or combina-
tions of provisions, of the ordinary income tax to eliminate or greatly reduce
their ordinary income tax liabilities. In essence, taxpayers compute both the
ordinary income tax and the tentative amount of the AMT. If the tentative
AMT islarger than the ordinary tax, they pay an additional tax in the amount
by which their tentative AMT exceeds their ordinary income tax. This addi-
tiond tax isthe AMT.

Taxable income for AMT purposes is calculated under a somewhat dif-
ferent set of accounting rules than for the regular income tax. AMT income
includes certain types of income that are not included for regular income tax
purposes (for examples, see Figure 3). The AMT does not alow certain
regular income tax deductions, such as the itemized deduction for State and
local taxes, the itemized deduction for the types of miscellaneous expenses
that are subject to the two percent of adjusted gross income floor, the first
portion of the itemized deduction for medical expenses, the standard deduc-
tion, and the deduction for personal exemptions. The AMT has its own ex-
emption amount, which differs by filing status but not by the number of
persons in the tax-filing unit.
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For Tax Year 2000, the AMT exemption was $33,750 for single taxpay-
ersand $45,000 for married taxpayersfiling jointly. The AMT exemption was
reduced (but not below zero) by 25 percent of AMT income in excess of
$112,500 for single taxpayers and $150,000 for married taxpayers. The AMT
rate was 26 percent on the first $175,000 of AMT income in excess of the
AMT exemption, and 28 percent on any amount above $175,000.* Taxpayers
were allowed to use most nonpersonal tax credits only against the ordinary
income tax; that is, such credits can only be taken to the extent their regular
tax liability exceeds their tentative minimum tax. In 2000, most persona tax
credits could be used to reduce the AMT as well as ordinary income tax
ligbility. Figure 3 provides a smplified summary of the calculation of the AMT.

Figure 3

Simplified Calculation of the Alter native Minimum Tax

plus Adjusted Gross Income (AGI) less Itemized Deductions (but nat Personal Exemptions)
less State and local tax refundsincluded in AGI
plus Standard deduction
plus Itemized deduction for medical expenses
(only amount between 7.5% and 10% of AGI)
plus Itemized deduction for taxes
plus Itemized deduction for miscellaneous expenses

(only miscellaneous itemized deductions subject to the 2% of AGI floor)

plus Differences between ordinary tax and AMT income or deduction for:
Investment interest
Post-1986 depreciation
Adjusted gain or loss
Incentive stock options
Passive activities
Certain flow-throughs from estates and trusts
Net Operating Loss (NOL)

plus 14 other income itemsincluded for AMT but not ordinary tax purposes
(none of these items affected more than 37,000 taxpayers and
together they affected only 130,000 taxpayers)

less AMT Exemption
Equals AMT taxableincome (AMTI)

Calculate: Tentative AMT tax on AMTI (26% of first $175,000 and 28% of any excess)

Less: Ordinary tax (with adjustments for certain tax credits)

Equals: AMT (if greater than zero)




Evaluating the Individual Taxpayer Burden Model 147

The AMT may impose compliance burdens on taxpayers (that is, require
taxpayers to expend additional time or incur additional out-of-pocket costs),
including some burdens on taxpayers whose tax liabilities are not increased by
the AMT. Based on the structure of the AMT, wewould expect that the AMT
compliance burden would be different for classes of taxpayers. Aswith many
tax provisions, a large number of taxpayers have to consider whether the
AMT might affect them. Next, a smaller number of taxpayers may have to
undertake some computations to determine whether, in fact, they are affected
by the AMT. Finaly, an even smaller number actually have their tax ligbilities
affected by the AMT.

Under the IRS instructions for the individual income tax, some taxpay-
ers are instructed to complete the AMT tax form; others are directed to a
worksheet, the results of which indicate that the taxpayer either needs to take
no further action or should complete the AMT tax form. Of coursg, it is
probable that many taxpayers bypass the instructions and preliminary steps
based on their prior-year experiences. Once ataxpayer proceedsto the AMT
tax form (Form 6251), the compliance burden would seem to depend upon
whether the particular taxpayer has information applicable only to tax form
lines that transfer information already computed and entered on other tax
form lines or whether the taxpayer has to enter information not previously
entered. The former class of taxpayers would simply be determining their
taxable incomes under the different set of rules applicable to the AMT. The
latter class of taxpayers would generally be adding new items of income or
making adjustments to certain types of income. The latter taxpayers would,
on average, be expected to have greater compliance burdens from completing
the AMT tax form and, moreimportantly, for maintaining records and learning
about the law for these other types of income.

After completing the AMT form, taxpayers will bein one of three situa-
tions:

1. They will have additiona tax liability because of the AMT and will
be required to submit a completed Form 6251 with their income
tax returns.

2. They will not have any additional tax liability but will be required to
submit a completed Form 6251. In such cases, submission of the
Form 6251 is required so that, when processing the taxpayer's
return, the IRS will have sufficient information to know that the
taxpayer did not have AMT liability and had not smply neglected to
compute his or her AMT liability. This eliminates the need for the
IRS to correspond with the taxpayer and, thereby, reduces costs
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for the IRS and prevents postfiling burden for the taxpayer from
corresponding with the IRS.

3. Thetaxpayer doesnot haveincreased liability fromthe AMT and is
not required to submit a completed Form 6251 with his or her
tax return.

Figure 4 includes asimplified flow chart of ataxpayer’s decisions and actions
in completing the tax return paperwork for the AMT.

Figure 4
Taxpayer Decisions for Completing Form 6251

Line 41 Instructions:
Have at least One of 12 Preferences

Yes g No

Complete Worksheet
May Have AMT Liability

Yes \ No

Stop

Fill Out Form 6251

v v v

Have AMT: No AMT: No AMT:
File Form 6251 Must File Form 6251 | | Do Not File Form 6251

¥ X

Form 6251 Form 6251
Filed Unnecessarily Not Filed

We would generally expect taxpayers who have items of income report-
ablefor AMT purposes but not for regular income tax purposes to have more
incremental burden from the AMT, on average, than do taxpayerswhose AMT
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calculationsinvolve only refiguring based on information already entered el se-
where on the tax return. Similarly, we would hypothesize that the burden of
transferring and recomputing would be lower for taxpayers who prepare their
returns using tax software than those who prepare their returns manually.

Why Select the AMT for thisAnalysis?

The AMT is a particularly good provision to use in the examination of the
ITBM’s ability to measure the incremental burden from specific tax provi-

sions. The AMT affects a sufficiently large number of taxpayers for a
microsimulation model to yield estimates. The AMT islargely self-contained

and interacts with the ordinary income tax in only a limited number of ways

that the ITBM should capture. Estimation of the AMT’s burden should be
straightforward because it requires only that tax structures and attributes al-

ready contained inthe ITBM be eliminated. Estimating the burden of the AMT

does not require the development and modeling of new tax structures, the
creation of new tax forms and instructions, nor the determination of new or

additiona attributes for the ITBM model. The AMT includes sufficient varia-

tioninits use by, and impact on, taxpayers that the model’ s ability to measure
such differentiation can be tested. Finally, there is significant and growing
interest in the AMT in the tax community—and in the general public—to war-

rant the investment required for such analysis.

Simulation of AMT Burden

Estimating the burden of the AMT using the ITBM is straightforward. A
simulation is prepared in which (1) the tax structure of the AMT is eiminated
and (2) the tax forms and worksheets and parts of other tax forms associated
with the AMT are effectively eliminated by setting the attributes for each of
those items equal to zero.® To provide someinterna error checks, to simplify
the production of output tables, and to help examine the burden for various
subgroups, the target group of taxpayers for the simulation is also specified.
The difference between ITBM simulations with and without the AMT-related
features provided the estimates of the marginal burden attributable to the AMT.
Because one of the goals of this exercise is to help validate the ITBM
model, the simulations described above were run at Tax Y ear 2000 levels, the
base year for the ITBM’ s equations and the year of the CWHS taxpayer sample
used by the ITBM asiits data file for estimation. The model should be more
accurate for 2000 than for later years, since that was the year of the surveys
for some of the interviewed taxpayers and only one year later for the other
interviewees. Using the model at 2000 income levels also eiminated the need
to extrapolate the data to income levels in a later year, a process that may
introduce its own inaccuracies. If the I TBM simulations were performed for



150 Lerman and Lee

alater year, it would be difficult to separate the effects of changesin taxpayer
behavior and of the data extrapolations from the accuracy of the underlying
ITBM model. Usingthe ITBM at 2000 levels alowed the analysis to focus on
the structure of the model, its attribute methodology, and its current assign-
ment of attributes.

Designing simulationsincluded specifying the taxpayers to be examined.
Inthisinstance, the taxpayersto be examined were limited to Form 1040 filers
whose returns either showed additional tax liability (including reduced tax
credits) attributable to the AMT or who had filed the AMT tax form, Form
6251.% Thus, theinclusion of a Form 6251 was the primary indicator of AMT
burden. For purposes of analysis, simulations were performed, and the re-
sults were separated into subclasses of affected taxpayers.

Taxpayers who filed Form 6251 were grouped by the method of tax
form preparation (three groups) and by an indicator of the complexity of the
taxpayer’s AMT-related information (two groups). These six groups of tax-
payers were also subdivided by the reason for filing the Form 6251 or by the
source of the compliance burden (seven classifications). Less detailed simu-
lations were performed grouping the AMT returns by an indicator of the over-
all complexity of the taxpayer’s entire return (two groups), but the very small
sample sizes in some of the cells prevented the data from being useful. The
differences in burden between simulations including and excluding the AMT
tax structures (and the associated burden indicators) provided the estimates
of AMT burden. The analysis of the results involved comparing the numbers
of taxpayers estimated by the ITBM against other sources of taxpayer infor-
mation, comparing ITBM burden estimates against the Form 6251 burden
estimates derived under IRS's current burden estimating methodol ogy, exam-
ining and comparing the absolute and relative sizes of the estimated burden
across subgroups for consistency, and evaluating those burden differences
against our a priori notions of taxpayer burden from the AMT.

Numbers of TaxpayersAffected by the AMT

ITBM simulations showed that nearly 5.7 million taxpayers filed Form 6251
for Tax Year 2000. Of those, 1.4 million taxpayers filed Form 6251 because
they had additional tax liabilities due to the AMT, 0.5 million filed Form 6251
because they were required to do so by IRS instructions even though they did
not have liabilities attributable to the AMT, and an additional 3.8 million filed
although they did not appear to have been required to do so. As previously
mentioned, IRS requires some taxpayers without AMT liability to file Form
6251 with their tax returns because the information on Form 6251 helps IRS
to determine that such taxpayers did not have ligbilities from the AMT. With-
out this information, IRS might incur additional costs, and taxpayers might
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incur postfiling compliance burden from IRS inquiries about the taxpayers
possble AMT liahilities.

Since accurate information about the number of taxpayers affected by
the AMT is a mgjor determinant of the aggregate level of taxpayer burden,
some validation of the ITBM estimates was attempted by comparing the I TBM
estimates to those from other sources. With relatively few exceptions, tax
return statistics are based on samples of tax returns that are weighted to
represent the entire tax-filing population. Thus, there is sampling error even
for estimates for the entire population. Sample-based estimates may differ
even for conceptually identical samplesdrawn from the same population. Thus,
counts of tax returns from the ITBM cannot be expected to match other
sources precisely. I TMB estimates of taxpayerswith liabilitiesfrom the AMT,
the number without liabilities but are required to file Form 6251, and the total
number of taxpayers who filed Form 6251 whether required to do so or not
were compared to similar data based on the sample of taxpayers drawn for
IRS s Statistics of Income (SOI) program and with the Continuous Work
History Sample (CWHS). As previoudly noted, the CWHS is included in the
SOI sample and is the source of the sample used by the ITBM. Figure 5
shows the return counts from each of the three data sources for various
groups of Form 6251 filers.

Figure5

AMT Forms (Forms 6251) -- 2000

(millionsof returns)

Individual Continuous

Taxpayer Work History St?:]';'nisem
Burden Model Sample (sol)
(TBM) (CWHS)

Reason for Filing Form 6251

AMT Liability or Reduced Tax Credits 1.393 1520 1.436
No Liability But Required to File 0.477 0.410 0.364
Filed. But Not Reauired to File 3.786 3.104 2.923
Total Forms 6251 Filed 5.657 U 5.034 2 4724 2

Note: Detail may not add to totals due to rounding.

1/ Cdlculated from IRS requirements for completing, but not necessarily filing, Form 6251.
2/ Based on atax return indicator that a Form 6251 was filed.

The differences between the SOI and the CWHS are based on both
sampling variation and the samples themselves. Because the SOI sample is
designed to obtain larger numbers of higher income tax returns and of those
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with “interesting” characteristics, the sample number of tax returnswith Form
6251 filersis far greater (65,800 in the SOl sample and 2,500 in the CWHS
sample). As aresult, it is likely that the SOI estimates of return counts are
more precise. The differences between the ITBM and CWHS are more puz-

zling. One possibility isthat the deletion of prior-year returns from the ITBM

datafile, and the associated reweighting, eliminated a disproportionate number
of returnswith the AMT. That would be the situation if such late-filed returns
are more likely to have liability from the AMT. Anocther possible source of the
discrepanciesisdifferencesinthe ITBM’stax calculator, which was based on
more limited AMT information in each tax record. Nevertheless, the number

of returns with AMT liability in the ITBM is only 3 percent lower than the
number estimated from the SOI sample.

It was determined that there was a conceptual difference between data
sources in the numbers of Forms 6251 filed. The totals for the SOI and
CWHS are based on indicators that a Form 6251 was included with the filed
tax return. That indicator was not available in the ITBM data file and was
replaced with an indicator determined on the basis of ITBM calculationsthat a
Form 6251 should have been filed. But this conceptua difference seems to
account for only a small portion of the differences in the numbers of Forms
6251, since applying similar algorithms to the SOI file did not narrow the gap
appreciably. Overal, the ITBM estimates of taxpayers who filed Form 6251
are 12 percent higher than the CWHS estimate and 20 percent higher than the
SOI estimate. The source or sources of these differences will be the subject
of future examination.

The differences in the number of taxpayers affected by the AMT may
have a significant impact on estimates of aggregate taxpayer burden from the
AMT. However, if the ITBM selects inappropriate taxpayers for measure-
ment of AMT burden, the average per taxpayer burden may be measured
incorrectly. Further analysis would be required to determine if such errors
tend to be offsetting.

Given the differing estimates of the numbers of taxpayers affected by
the AMT, estimates of aggregate taxpayer compliance burden could be devel-
oped in two ways. One method would beto apply the average burden changes
from the ITBM to estimates of taxpayers from other sources that may be
more accurate. |f taxpayer estimates from the SOI are used, the burden
estimates would tend to be more consistent with revenue estimates. How-
ever, the burden estimates would be more difficult to develop, might not be
internally consistent, and might not be consistent with ITBM estimates for
other proposals or tax provisions. The second method would be to accept the
taxpayer counts from the ITBM, at least until such time as the ITBM can be
developed further. The advantages of using ITBM taxpayer counts are that
aggregate estimates can be produced solely from ITBM model runs, and there
will be more consistency between burden estimates for various tax provi-
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sions. Therisk is that, if obviously erroneous estimates of the numbers of
taxpayers affected are used, the burden estimates may be less accurate, |ead-
ing to less-informed decisions. The burden estimates in this paper were de-
veloped using the ITBM’s own estimates of the numbers of taxpayers af-
fected.” In the longer run, for the ITBM to be more usable, the differences
between the ITBM, the SOI, and the CWHS need to be reconciled and re-
duced or eliminated.

AMT Burden Egimatesfor Form 6251 Filers

The results of the simulations for taxpayers who filed the AMT form—~Form
6251—for Tax Year 2000, divided into 18 separate groups, are shown in Fig-
ures 6 through 8. Figure 6 shows the numbers of taxpayers, and the numbers
of taxpayers as a percentage of the total number of Form 6251 filers. Figure
7 shows average compliance burden in hours, both the total burden for the
taxpayer and the portion of the burden attributable to the AMT. Figure 8isthe
analog to Figure 7 for money burden. In each of the figures, the results for
the 18 separate groups of taxpayers are shown in bold type. Theinformation
for individual groups is shown toward the top and left of each figure. The
remaining entries in the figures are for various combinations of the 18 tax-
payer groups.

The 18 separate groups of Form 6251 filers are three-way classifica-
tions of preparation method, reason for filing Form 6251, and an indicator of
the complexity of the taxpayer’s AMT situation.

Thethree preparation methods are: (1) paid-preparation; (2) self-prepa-
ration (or other unpaid-preparation) using tax preparation software; and
(3) self-preparation (or other unpaid-preparation) by manual methods.
For Tax Year 2000, nearly 98 percent of Forms 6251 prepared by paid tax
preparers were completed using software. However, the ITBM data file did
not distinguish between preparation method for paid preparers. Hence, for
purposes of analysis, al Forms 6251 submitted with paid-preparer returns
were treated as if the paid preparer had completed the forms using software.

The three classifications of the reason for filing Form 6251 are: (1) the
taxpayer had AMT liability or reduced credits because of the AMT; (2) the
taxpayer did not have liability fromthe AMT but was required by IRS instruc-
tionsto file Form 6251; and (3) the taxpayer filed Form 6251 even though he
or she apparently was not required to do so.

A complexity indicator for the taxpayer’s AMT situation was developed
on the basis of the line items that taxpayers used on Form 6251. If al of a
taxpayer’s entries on Form 6251 were based on the transfer of information
entered for ordinary income tax purposes or were the result of calculations
based on that information, the taxpayer was classified as being a “simple”
Form 6251 filer. One would expect there to be little incremental compliance
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burden from such transcription of entries and arithmetic and logica calcula
tions when areturn is prepared with the use of tax preparation software. All
other Forms 6251 were classified as being “complex.” These taxpayers had
at least one item of tax preference or adjustment, information for which had to
be entered on the tax return solely for AMT purposes. Often, there are
recordkeeping and other burdens associated with such income or adjustments.
Hence, it seems probable that complex AMT returns would have higher bur-
den attributable to the AMT.

Figure 6 shows that 80 percent of Form 6251 filers but only 60 percent
of taxpayerswith AMT liability are simple Form 6251 filers. Thisdiscrepancy
is due to the differing percentages between simple and complex AMT taxpay-
ers of Forms 6251 that are filed for no apparent reason. Only 22 percent of
simple Form 6251 filers file Form 6251 because they are required to do so;
there is no apparent reason for the remaining 78 percent to file. The percent-
age of unnecessarily filed Forms 6251 is very high for al three preparation
methods for smple AMT filers. The percentage of unnecessarily filed Forms
6251 is much lower (23 percent) for complex AMT filers.

Figure 6 also shows that 79 percent of Forms 6251 are filed by taxpay-
erswho use paid preparers. Thus, the compliance burdens of the AMT asso-
ciated with paid tax return preparation dominate the total burden. In addition,
over 70 percent of self-prepared Forms 6251 are prepared using software.
Lessthan 6 percent of al Forms 6251 submitted are manually prepared. (The
Arthur D. Little burden measure, discussed below, currently used by the IRS
was devel oped when manual preparation was the norm.) Figure 6 also shows
that only 20 percent of Forms 6251 fall into the complex category, and that an
even smaller percentage of these (3 percent) are prepared manually.

Theentriesin the lower right corners of Figures 7 and 8 show the ITBM
estimates of the weighted average total compliance burden for AMT filersand
the compliance burden attributable to the AMT. The average time burden of
the AMT is 1.9 hours. That represents under 4 percent of the total compli-
ance burden of taxpayers who filed Form 6251. The average money burden
of the AMT is $88, which is 15 percent of the compliance burden for Form
6251 filers.

Preparation Method

The average AMT time burden is greatest for Form 6251 filers who prepare
their own tax returns without the assistance of tax software (4.6 hours) and
least among Form 6251 filers who hire paid professionals to complete their
tax returns (1.7 hours). Software self-preparers have an average AMT time
burden of 2.4 hours. Average AMT money burden is highest for taxpayers
who use paid preparation ($107). It is much lower for self-preparers but is
about the same for manual ($17) and software ($15) preparation.



Evaluating the Individual Taxpayer Burden Model 155
Figure 6
Number of Forms 6251 Filed — 2000
Self-Preparation
Paid-Preparation mw—mtr Total
Returns Per centage Returns Per centage Returns Percentage Returns Per centage
(000 of Total (000) of Total (000 of Total (000 of Total
Simple Form 6251 Filers
AMT Liability or Reduced Credits 621 11% 176 3% 5% 1% 852 15%
No Liability, But Required to File 116 2% 30 1% 5 * 151 3%
No Liability, Not Required to File 2,801 50% 519 9% 214 % 3,533 62%
Sub-total 3,539 63% 724 13% 274 P 4,537 80%
Complex Form 6251 Filers
AMT Liability or Reduced Credits 436 8% 2 1% 23 * 541 10%
No Liability, But Required to File 283 5% R 1% n * 326 6%
No Liability, Not Required to File 236 4% 13 * 5 * 253 4%
Sub-total 954 17% 127 2% 3 1% 1,120 20%
Simple & Complex Form 6251 Filers
AMT Liability or Reduced Credits 1,057 19% 258 5% el 1% 1,393 25%
No Liability, But Required to File 400 7% 62 1% 16 % 477 8%
No Liability, Not Required to File 3,037 54% 531 9% 218 % 3,786 67%
TOTAL 4,493 9% 851 15% 313 % 5,657 100%
Note: Detail may not add to total due to rounding.
* Lessthan 0.5 percent.
Figure?7
Estimated Average Time Burden, Total and AMT — 2000
(in hours)
Self-Preparation
Paid-Preparation Softwar e Preparation Manual Prepar ation Total
Total AMT Total AMT Total AMT Total AMT
Burden 1/ | Burden 2/ Burden 1/ | Burden 2/ | Burden 1/ | Burden 2/ Burden 1/ | Burden 2/
Simple Form 6251 Filers
AMT Liability or Reduced Credits 47.9 18 61.1 2.2 374 49 49.9 21
No Liability, But Required to File 51.6 11 62.8 29 56.7 22 54.0 15
No Liability, Not Required to File 46.0 16 67.1 25 47.6 4.3 49.2 1.9
Sub-total 46.5 16 65.5 2.4 45.7 44 495 19
Complex Form 6251 Filers
AMT Liability or Reduced Credits 68.7 21 80.9 23 67.7 72 705 23
No Liability, But Required toFile 70.8 18 874 21 743 42 725 19
No Liability, Not Required toFile 68.1 16 67.1 21 65.7 37 68.0 16
Sub-total 69.2 19 811 2.2 69.3 59 705 21
Simple & Complex Form 6251 Filers
AMT Liability or Reduced Credits 56.5 19 67.4 2.2 46.2 56 57.9 22
No Liability, But Required toFile 65.2 16 75.5 25 68.5 35 66.6 18
No Liability, Not Required toFile 47.7 16 67.1 25 48.0 43 50.4 19
TOTAL 513 17 67.8 2.4 48.6 46 53.6 19
Note: Detail may not add to total due to rounding.
1/ Total Burden is the average compliance burden from all tax provisions.
2/ AMT Burden is the average compliance burden attributable to the AMT.

These findings are directiondly intuitive and sensible in light of a priori
expectations. Within the various preparation methods, manual self-preparers
should have the highest average time burden and lowest average dollar burden
because these filers are trading off compliance burden cost savings for the
time it takes to complete their own tax forms. Filers who hire tax preparers
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Fiqure 8

Estimated Average Money Burden, Total and AMT — 2000

(indollars)
. : Self-Prepar ation
Paid-Preparation owarerTeparanon | Manea P aon ] Total
Total AMT Total AMT Total AMT Total AMT
Burden 1/ | Burden 2/ Burden 1/ | Burden 2/ | Burden 1/ | Burden2/ Burden1/ | Burden2/

Simple Form 6251 Filers

AMT Liability or Reduced Credits $523 $106 $91 $13 $50 $15 $403 $81
No Liability, But Required to File $685 $105 $102 $15 $76 $15 $549 $84
No Liability, Not Required to File $615 $105 $103 $15 $82 $19 $508 $87
Sub-total $601 $106 $100 $14 $75 $18 $489 $86
Complex Form 6251 Filers
AMT Liability or Reduced Credits $1,054 $117 $131 $15 $101 $10 $373 $97
No Liability, But Required to File $1,166 $109 $202 $14 $91 $13 $1,087 $97
No Liability, Not Required to File $1,199 $102 $236 $20 $133 $20 $1,131 $97
Sub-total $1,123 $111 $160 $15 $102 $12 $979 $97
Simple & Complex Form 6251 Filers
AMT Liability or Reduced Credits $742 $111 $104 $14 $65 $13 $586 $87
No Liability, But Required to File $1,026 $108 $154 $14 $86 $13 $382 $93
No Liability, Not Required to File $660 $105 $106 $15 $83 $19 $549 $88
TOTAL $712 $107 $109 $15 $79 $17 $586 $88

Note: Detail may not add to total due to rounding.
1/ Total Burden is the average compliance burden from all tax provisions.
2/ AMT Burden is the average compliance burden attributable to the AMT.

should have the lowest average time burden and highest average dollar burden
for opposite reasons; they are shifting time savings for paid-preparation fees.
Finally, self-preparers who use software should be in between the other two
and resemble manual preparers for average dollar burden and filers who use
paid preparers for average time burden. These filers are paying anominal fee
invariably less than a professional tax preparer’s fee, but the software should
decrease—at least at the margin—the amount of time required for thesefilers
to satisfy their tax requirements.

Given that 79 percent of AMT filers used paid tax preparers, the results
for that group drive the 1.9-hour average time burden and $88 average dollar
burden for all Form 6251 filers.

Smple and Complex AMT Returns and Reasons for Filing Form 6251

When burden levels, especially money burden, within preparation method groups
are examined by simple versus complex AMT filers and by reason for filing a
Form 6251, the results are more difficult to interpret. A priori, one would
expect AMT burden to be lower for taxpayerswith smple AMT situations. In
particular, one might expect the marginal time burden for smple AMT self-
preparers who use software to be very close to zero because the software
transfers all necessary data (that is the definition of a simple AMT return),
performs al of the necessary logical and arithmetic operations, and controls
the printing of the additional tax form for the AMT. At most, the taxpayer
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would have to answer negatively five or six questions posed by the software
about possible AMT-related income items or adjustments to income items.

The ITBM results, however, do not confirm the expectation that simple
AMT sdlf-preparers using software should have extremely low marginal time
burdensfromthe AMT. Thel TBM resultsindicatethat smple AMT software
self-preparers have an AMT time burden averaging 2.4 hours and that their
burden level burden does not vary appreciably by the reason for filing Form
6251. Moreover, average burden for all simple AMT software self-filers is
dightly greater than for all complex AMT software self-filers. Only for filers
who actually had AMT liability isthe burden lower for smple AMT taxpayers,
and, even then, the differenceis only 0.1 hour. Note, however, that the mod-
est variation between subgroups in the number of burden hours attributable to
the AMT suggests that the ITBM is determining burden based on taxpayer
activities rather than as a percentage of total average taxpayer burden, which
does vary considerably between the subgroups.

The results for manual self-preparers are generally more explicable, es-
pecialy for taxpayers who file Forms 6251 because the AMT affectstheir tax
liabilities. Simple manual sdlf-preparers with AMT liability have an AMT bur-
den of 4.9 hours (13 percent of their average total time burden); whereas
complex AMT manual self-preparers have average AMT burden of 7.2 hours
(11 percent of their average total time burden). While the direction of the
differential burden is noticeably positive, the size of the differential seems
quite modest, given that taxpayers with complex AMT situations are more
likely to have to maintain records and learn about the proper handling of com-
plicated income or adjustment items.

Some of these results may be because the ITBM calculates burden on
the assumption that taxpayers incur the burden associated with reading and
following tax form instructions fully. The instructions for the AMT line on
Form 1040 are quite lengthy and, under the ITBM attribute methodology,
burdensome. Following theseinstructions, simple AMT taxpayers would not
only incur the burden of the instructions but would also incur burden from
completing an AMT worksheet before actually completing a Form 6251. Fol-
lowing the tax form instructions, the complex AMT taxpayer would bypass
the worksheet. Because the worksheet uses only information previously en-
tered, its burden is set to zero in the ITBM for taxpayers using paid prepara
tion or tax preparation software. Taxpayers using all three preparation meth-
ods, however, are assigned the burden of the instructions themselves. The
extraburden of theinstructions (and for manual self-preparers, the worksheet)
may be accounting for a significant portion of the AMT burden for smple
AMT filers and may also be the reason that the burden for many groups of
simple AMT filersisgreater than for complex AMT filers. If, as some observ-
ers believe, relatively few taxpayers actually read these particular tax form
instructions, the ITBM isoverassigning burden tothe AMT. Surveysof manua
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self-preparers might provide better information. Different attributes could be
assigned for software self-preparers, based on the instructions and questions
included in the software interface.® Attributes for taxpayers who use paid
preparers might be based on the questions paid preparers typically ask their
clients about possible AMT ligbility.

Results by Categories of Burden

The ITBM estimates time burden in seven separate categories and aggregates
the category burden estimates to determine total time burden. Figure 9 shows
estimates of AMT burden by category of burden for each of six preparation-
complexity classifications. For al Form 6251 filers combined, the ITBM
simulations estimate that nearly half of the average time burden fromthe AMT
is for tax planning. Nearly one-quarter of total time burden is due each to

Figure ¢

Estimated Average Time Burden by ITBM Compliance Burden Category, Total and AMT — 2000
(in hours)

Paid-Preparation Sdf-Preparation Total

SoftwarePreparation Manual Preparation
Total AMT Total AMT Total AMT Total AMT
Burden 1/ ] Burden?2/ Burden1/ | Burden 2/ | Burdenl/ | Burden2/ Burden 1/ ] Burden?2/

Simple Form 6251 Filers

Record K eeping 29.5 * 30.8 * 222 0.1 29.3 *
Gathering Tax Materials 0.7 * 35 0.1 18 0.2 12 0.1
Using IRS Services 023/ 0.03/ 05 3/ 0.03 0.7 0.1 0.3 *
Using a Paid-Professional 52 0.5 14 4/ 014 13 0.4 4.4 0.4
Tax Planning 71 0.8 15.0 12 75 1.8 8.4 0.9
Form Completion 31 0.2 133 1.0 10.6 1.7 52 0.4
Form Submission 0.7 0.1 10 * 17 0.1 0.8 0.1

Sub-Total Time Burden 46.5 1.6 65.5 24 45.7 4.4 49.5 1.9

Sub-Total Money Burden (in $) $601 $106 $100 $14 $75 $18 $489 $86

Complex Form 6251 Filers

Record K eeping 455 0.1 434 0.1 36.7 0.7 44.9 0.1
Gathering Tax Materials 1.0 0.1 43 0.1 3.0 0.2 14 0.1
Using IRS Services 023 0.03/ 04 3/ 003 0.4 0.2 0.2 *
Using a Paid-Professional 8.4 0.6 13 4/ 0.04 29 1.4 74 0.6
Tax Planning 95 0.9 144 0.8 9.7 1.4 10.1 0.9
Form Completion 38 0.2 161 12 14.8 21 56 0.4
Form Submission 0.8 0.1 12 * 18 * 0.9 0.1

Sub-Total Time Burden 69.2 1.9 811 22 69.3 5.9 70.5 21

Sub-Total Money Burden (in $) $1,123 $111 $160 $15 $102 $12 $979 $97

Simple & Complex Form 6251 Filers

Record K eeping 329 * 327 * 239 0.1 324 *
Gathering Tax Materials 0.7 0.1 36 0.1 19 0.2 12 0.1
Using IRS Services 0.23/ 0.03/ 05 3/ 0.03/ 0.7 0.1 0.3 *
Using a Paid-Professional 5.9 0.5 14 4/ 0.14/ 15 0.6 5.0 0.4
Tax Planning 7.6 0.8 149 11 7.8 1.8 8.7 0.9
Form Completion 32 0.2 138 11 111 1.7 53 0.4
Form Submission 0.7 0.1 11 * 17 * 08 0.1

Total Time Burden 513 17 67.8 24 486 4.6 53.6 1.9

Total Money Burden (in $) $712 $107 $109 $15 $79 $17 $586 $88

Note: Detail may not add to total dueto rounding.

* Lessthan 0.05 hour.

1/ Total Burden isthe average compliance burden from all tax provisions.

2/ AMT Burden is the average compliance burden attributable to the AMT.

3/ The estimate reflects an anomaly in the estimation equation where the coefficient of the attribute index is negative.

4/ The estimate reflects an anomaly in the estimation equation where the coefficient of the attribute index is negative and
not statistically significant.
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forms completion and use of a paid professional (time expended, not mon-
etary cost). The remaining two-tenths of an hour of AMT burden are from
gathering tax materials and forms submission. While the averages for al
Form 6251 filers mask some differences between preparation methods, those
differences are modest.

The lack of virtually any AMT burden from recordkeeping, especialy
for taxpayers with complex AMT returns, is surprising. The ITBM indicates
that these taxpayers have an average total recordkeeping burden of 44.9 hours,
but the ITBM assigns virtually none of that to the AMT. Similarly, only 0.9
hours out of atotal of 10.1 hours of tax planning time are attributed to the
AMT for these filers. Given the complexity of the income items and financia
situations that lead to the AMT, especially for complex AMT filers, these alo-
cations may require further investigation. Arethese burdensreally low for the
AMT, or isthe ITBM failing to alocate properly a portion of each taxpayer's
total burden from these sources to the AMT?

The ITBM estimates that even software self-preparers in simple AMT
situations incur an average of 1.0 hour of tax form completion burden from
the AMT. Given that, by definition of the classification, these taxpayers do
not have to enter any additional information because of the AMT, make any
data transcriptions manually, or undertake any arithmetic operations or logical
decisions, it isdifficult to understand the source of most of thisburden. Upto
one-half hour of AMT burden may be attributable to the ITBM methodology
which assignsto these taxpayers, even those using software or paid tax prepara-
tion, the attributes for certain tax form instructions for the AMT. The under-
lying assumption is that, regardless of preparation method, taxpayers incur
some burden from determining how to deal withthe AMT. But form comple-
tion burden in excess of that level for simple AMT software self-preparersis
difficult to explain and also raises questions about the form compl etion burden
determined for other classifications of Form 6251 filers.

The estimatethat AMT burden for form submissionisvery closeto zero
seems reasonable. One would expect that form completion burden would be
largely fixed for atax return and would vary very little if additiona forms are
required to be submitted. The time for making copies of extra forms should
be almost immeasurably low when most copies are made with a photocopier
or are printed as part of computerized tax return preparation.

ITBM and Arthur D. Little Compliance Burdens Compared

Another validation of ITBM results can be performed by comparing ITBM
results with the current burden estimates used by the IRS and which are
based on research undertaken by Arthur D. Little, Inc. in the mid-1980's.
Those estimates are shown on each tax form or the instructions for the tax
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form. Under the A.D. Little methodology, the estimated average time to com-
plete the Form 6251 for Tax Year 2000 was 5 hours and 1 minute.®

Recordkeeping 1 hr., 32 min. 30%
Learning about the law or the form 1hr., 11 min. 24%
Preparing the form 1 hr., 50 min. 37%
Copying, assembling, and sending the form 28 min. 9%
Totd 5hr., 1 min. 100%

Estimates from the ITBM indicate that the average taxpayer burden of
Form 6251, athough burden is defined somewhat differently, is 1.9 hoursand
$88. If money burden were converted back to time burden at a rate of $25
per hour, the estimated average ITBM burden would be 5.4 hours. At a $30-
per-hour conversion rate, the ITBM’s estimated compliance burden would be
4.8 hours. Thus, for the mix of users of Form 6251 for Tax Year 2000, the
total burden levels calculated using the A.D. Little and ITBM models are not
too dissimilar. However, the results by time burden categories are noticeably
different. The ITBM subdivides estimated average time to complete Form
6251 in greater detail than the A.D. Little model. The seven categories into
which the ITBM can decompose time burden and the distribution of that
burden for all Form 6251 filers are:

Recordkeeping * 2%
Tax Planning 0.9 hr. 47%
Gathering Tax Materials 0.1 hr. 1%
Using IRS Services 0.0 hr. 0%
Using aPaid Professional 0.4 hr. 22%
Form Completion 0.4 hr. 21%
Form Submission 0.1 hr. 4%
Total 19hr. 100%
* Lessthan 0.05 hour.

Despite the large differences in the distribution of the components of
time burden between the two methodologies, there are some overall similari-
ties. Most strikingly, under both methodologies, tax form completion is less
than one-half of total time burden, although it is nearly two-fifths of burden
under the A.D. Little methodology but only one-fifth under the ITBM.
Recordkeeping is relatively more burdensome under the A.D. Little method.
The A.D. Little model assigns the 30 percent of average time burden to
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recordkeeping, a category in which the ITBM does not assign any burden.
Similarly, the A.D. Little estimatesfor preparing the form and copying, assem-
bling, and sending the form to the IRS are greater than the ITBM’s analog,
form completion and form submission, by a factor of ailmost five.

TheA.D. Littleand ITBM estimates have been compared using the I TBM
estimates for all Form 6251 filers because the A.D. Little estimates are cur-
rently used by the IRS for estimating AMT burden for al Form 6251 filers.
However, the A.D. Little methodology was developed when manual methods
were the norm for self-preparers, and the A.D. Little methodology did not
explicitly reflect paid tax preparation. Thus, comparing the A.D. Little esti-
mates with the ITBM estimates for manual self-preparation may better show
the differences in estimated burdens between the two methods. The ITBM
estimate of the per taxpayer AMT burden for manual self-preparers (smple
and complex Forms 6251 combined) is 4.6 hours and $17. The time burden
is divided into burden categories as follows:

Recordkeeping 0.1 hr. 3%
Tax Planning 1.8 hr. 38%
Gathering Tax Materials 0.2 hr. 5%
Using IRS Services 0.1 hr. 3%
Using a Paid Professional 0.6 hr. 12%
Form Completion 1.7 hr. 38%
Form Submission * 1%
Total 4.6 hr. 100%
* Lessthan 0.05 hour.

The ITBM’s total AMT time burden of 4.6 hours and $17 of out-of-
pocket expense is remarkably close to the A.D. Little estimate of 5 hours and
1 minute, and the estimated times for form completion are reasonably similar.
However, the distribution of other time burden categories is quite different.
The ITBM estimate of virtually no incremental form submission burden is
more consistent with a priori expectations, but, again, the negligible amount
of burden assigned to recordkeeping is troubling and suggests the need for
further examination of how the ITBM assigns total recordkeeping burden to
individual tax provisions.

Combined AMT Burden for Form 6251 Filers

Figures 10 and 11 show the aggregate time and money compliance burdens,
respectively, for Form 6251 filers, both total burden and the burden attribut-
abletothe AMT. Theentriesin thesefigures can be derived by multiplying the
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Fiqure 10

Estimated Aggregate Time Burden, Total and AMT — 2000
(in millions of hours)

Self-Preparation
Softwar e Prepar ation Manual Preparation
Total | AMT Total | AMT Total AMT Total AMT
Burdenl/ | Burden 2/ Burdenl/ | Burden2/ | Burden 1/ | Burden 2/ Burden | Burden2/

Paid-Preparation Total

Simple Form 6251 Filers

AMT Liability or Reduced Credits 297 11 107 0.4 21 0.3 425 18
NoLiability, But Required toFile 60 01 19 0.1 0.3 * 8.2 0.2
No Liability, Not Required toFile 1288 44 34.8 1.3 10.2 0.9 173.7 6.6

Sub-total 1645 56 474 18 126 12 2245 86

Complex Form 6251 Filers

AMT Liability or Reduced Credits 299 09 6.7 0.2 15 0.2 381 13
No Liability, But Required toFile 201 05 2.8 0.1 0.8 * 23.6 0.6
No Liability, Not Required toFile 16.0 04 09 * 0.3 * 17.2 04

Sub-total 66.0 18 103 0.3 26 0.2 79.0 23

Simple & Complex Form 6251 Filers

AMT Liability or Reduced Credits 59.7 20 17.4 0.6 3.6 04 80.7 30
No Liability, But Required toFile 261 07 47 0.2 11 0.1 318 0.9
No Liability, Not Required toFile 1448 48 357 1.3 10.5 09 190.9 7.0
TOTAL 2305 75 57.7 2.0 15.2 14 303.4 109

Note: Detail may not add to total due to rounding.

* Fewer than 50,000 hours.

1/ Total Burden is the average compliance burden from &l tax provisions.
2/ AMT Burden is the average compliance burden attributable to the AMT.

Fiqure1l

Estimated Aggregate Money Burden, Total and AMT — 2000
(in millions of dollars)

Paid-Preparation Total

i -
Total Burda‘ AMT Total Burden| AMT
) Burden 2/ Burden 1/] Burden 2/ ] Burden 1/ | Burden?2/ 1 Burden2/

Simple Form 6251 Filers

AMT Liability or Reduced Credits $325.0 $66.1 $16.0 $2.4 28 $08 $3438 $69.2
No Liability, But Required toFile $79.7 $12.2 $30 $0.4 $04 $0.1 $832 $128
No Liability, Not Required toFile $1,7223 $295.5 $535 $7.7 $175 $4.1 $1,7933 $307.3

Sub-total $2,127.0 $373.8 $725 $10.5 $07 $50 $2,2202 $389.3

Complex Form 6251 Filers

AMT Liability or Reduced Credits $459.0 $51.0 $10.8 $1.2 $23 $0.2 $4721 $524
No Liability, But Required to File $330.5 $30.9 $64 $0.5 $1.0 $0.1 $337.9 $315
No Liability, Not Required to File $282.5 $24.1 30 $0.3 $0.6 $0.1 $286.2 $245

Sub-total $1,0720 $106.0 $20.3 $1.9 $39 $05 $1,096.2 $108.4

Simple & Complex Form 6251 Filers

AMT Liability or Reduced Credits $783.9 $117.1 $26.8 $3.6 $6.1 $1.0 $815.9 $121.7
No Liability, But Required to File $410.2 $43.2 $95 $0.9 $14 $0.2 $421.1 $443
No Liability, Not Required toFile $2,004.8 $319.6 $56.5 $8.0 $182 .2 $2,079.4 $331.8

TOTAL $3,198.9 $479.8 $92.8 $12.4 $246 $55 $3316.4 $497.7

Note: Detail may not add to total due to rounding.
1/ Total Burden is the average compliance burden from al tax provisions.
2/ AMT Burden is the average compliance burden attributable to the AMT.
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numbers of taxpayers in each category as determined by the ITBM (shown in
Figure 6) by the average compliance burdens for that category (shown in
Figure 7 for time burden and Figure 8 for money burden).

Based on ITBM estimates, the total time burden from the AMT for filers
of Form 6251 was 10.9 million hours, and the total money burden was $498
million.*® However, only 36 percent of total AMT burden (3.9 million hours)
and 33 percent of total AMT money burden ($166 million) fall upon taxpayers
who have additional tax liabilitiesfromthe AMT or were otherwise required to
file Form 6251 under IRS instructions. The remaining two-thirds of money
and time burden from the AMT are incurred by taxpayers who file Form 6251
without any requirement to do so. As discussed and quantified below, a por-
tion, perhaps one-fourth, of that burden is incurred in determining whether
taxpayers may be affected by the AMT, but the remainder is not required.
Thisresult highlights a feature of the underlying conceptual framework of the
ITBM. The ITBM attempts to measure the burden from what taxpayers
actually do rather than what they are required to do. For the AMT, the actua
burden incurred is over twice the burden that is needed to be incurred.

Taxpayers who use paid tax return preparers have 68 percent of AMT
time burden and 96 percent of money burden. Self-preparers using software
incur 19 percent of time burden and 2 percent of money burden. The remain-
ing 13 percent of time burden and 1 percent of money burden are incurred by
taxpayers who prepare their own returns using traditional, manual methods.

Finally, the 80 percent of Form 6251 filerswho fall into the smple AMT
category have 79 percent of the time burden and 78 percent of the money
burden. Thisreflects both the mix of the simple and complex AMT taxpayers
by return preparation method and the ITBM estimates that per taxpayer AMT
burdens for smple and complex AMT taxpayers do not differ greatly.

Alternate Aggregate Burden Estimate Based on SOI Data

Given the discrepancy in the numbers of Form 6251 filers between the ITBM
and direct tabulations from SOl data, an alternate burden estimate was pre-
pared by applying the ITBM’s per taxpayer burden estimates (shown in Fig-
ures 7 and 8) to the counts of affected taxpayers in each subgroup as deter-
mined directly from SOI data.

Not surprisingly, given the smaller number of Form 6251 filers esti-
mated from the SOI data, aggregate AMT burden as determined from SOI
counts of Form 6251 filers is lower than when internaly consistent ITBM
return estimates are used. Using the numbers of taxpayers from SOI tabula-
tions, the estimated time burden attributable to the AMT is 8.7 million hours,
which is 2.2 million hours, or 20 percent, lower than the 10.9-million-hour
time burden taken directly from the ITBM. Similarly, based on numbers of
taxpayers from the SOI, the total money burden of the AMT for Form 6251
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filersis $440 million, which is $57 million, or 11 percent, lower than the $498-
million AMT burden calculated with ITBM data.

Although there is a risk of introducing additional error by combining
numbers of returns based on SOI data and averages based onthe ITBM, given
the relatively modest differences in average time burden between the various
subgroups of Form 6251 filers, it seems probable that the risks of using data
from two different sources are quite modest. The difference in aggregate
burdens between affected tax return counts based on SOI tabulations and
based on the ITBM highlights the need to reconcile the two data sources if
consistent compliance burden and tax liability estimates are to be obtained and
used routinely.

AMT Burden for Nonfilers of Form 6251

The burden estimates presented in the previous section for taxpayers who
actualy filed Form 6251 with their income tax returns include some burden
from deciding whether the AMT applies to them. Those estimates do not
include similar burdens from similar threshold decisions for taxpayers who
may have considered whether the AMT applied to them but did not ultimately
file a Form 6251. These taxpayers experience some burden—Ilargely time
expended—from learning about the AMT, keeping records, reading instruc-
tions, and performing calculations in order determine if the AMT applies to
them. Thistype of threshold burden is not unique to the AMT. For example,
some taxpayers who use the standard deduction have a burden from deter-
mining whether they should itemize their deductions and from keeping records
that might be required if they did itemize their deductions. Because of the
AMT’ s complexity, the threshold burden due to the AMT may be appreciable.

Given the methodology underlying the ITBM, the burden of threshold
decisions for nonusers of a tax provision is included in their total burden.
However, since the ITBM determines burden based on “attributes,” and spe-
cific AMT-related attributes were generally not assigned to nonfilers of Form
6251, their threshold burden is not automatically assigned to the AMT. Using
the ITBM to estimate the threshold burden of the AMT for nonfilers of Form
6251 requires the estimator to make some assumptions about which groups
of taxpayers are probably affected by the threshold decision and the specific
attributes related to that decision that should be assigned to nonfilers.*

One method of deriving estimates of the threshold burden for non-AMT
filersis to use the attributes of the tax form instructions that taxpayers may
have examined in determining that they were not affected by the AMT. For
Tax Year 2000, taxpayers report AMT liability on Form 1040, line 41. As
previously described and as summarized in Figure 4, the lengthy instructions
for line 41 direct taxpayers to consider 12 enumerated income adjustment or
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preference items and, in many instances, to complete an AMT worksheet.
Even without consideration of the worksheet, the line 41 instructions have
considerable burden, as measured under the ITBM’s methodology. Since
ITBM simulations permit changesin how attributes are assigned to taxpayers,
estimates of AMT burden for nonfilers of Form 6251 can be approximated by
assigning the attributes associated with Form 1040, line 41 to some or all of
those nonfilers of Form 6251.

The extent to which taxpayers without AMT liability actually read the
instructions, partialy or fully, or complete the worksheet is not known but is
probably based on a taxpayer’s previous experiences with the need to take
such steps. Further, it islikely that taxpayers who use paid preparers are little
affected and that taxpayers who self-prepare using tax preparation software
deal only with a much shorter set of queries that are built into a software
interface. Thus, the threshold burden associated with the AMT can be ex-
pected to be concentrated on the subset of manual self-preparers who actualy
read the instructions thoroughly, complete the worksheet, or both. Additional
research is needed to better understand and quantify the extent to which tax-
payers who do not use various provisions expend time to make the determina-
tion about applicability.

Our approach was to approximate the AMT threshold burden for non-
AMT taxpayers by assigning the attributes for line 41 to al Form 1040 manual
preparers who did not file Form 6251. While not al manual self-preparers
actually gothrough theline41 instructionsin detail, some manual self-preparers
may incur burden from completing the worksheet associated with line 41.
Still others—self-preparers using software—incur burden from the questions
posed by the software interface about adjustments that might be required for
AMT purposes.”? The burden from theline 41 instructions for 100 percent of
Form 1040 manual self-preparers who did not file a Form 6251 may be a
suitable proxy for the overall unmeasured threshold burden for al nonfilers of
Form 6251.

The assumption about the percentage of manual self-filers who actually
incur burden from these attributes can be adjusted to reflect differing views
about actual taxpayer behavior. Given increased public discussion about the
AMT, we would hypothesize that, each year, alarger percentage of taxpayers
is likely to be knowledgeable or curious about the AMT and, hence, read at
least a portion of the tax form instructions for the AMT. However, the aggre-
gate impact of a larger percentage of manual self-preparers incurring AMT
threshold burden would be offset by the ever-decreasing percentage, and abso-
lute number, of Form 1040 filers who self-prepare their tax returns manually.

The simulation results show an average burden increase for manual self-
preparers of 0.5 hours and $3. These per return estimates may seem high for
theinstructionsfor asingle tax form line, but, given the length and complexity
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of the line 41 instructions, the estimated burdens may not be excessive, espe-
cidly for those dealing with the instructions for the first time. Moreover,
these results are fundamental to the model.

Using the assumption that the threshold AMT burden for nonfilers of
Form 6251 can be approximated by the calculated burden of the line 41 in-
structions for 100 percent of manual Form 1040 self-preparers who do not
file Form 6251, the threshold burden for nonfilers of Form 6251 would be 7.5
million hours and $40.4 million. Thus, the burden from the existence of the
AMT for those not affected by the AMT is equal to about 41 percent of the
ITBM’s estimate of the time burden and 7 percent of the money burden for
Form 6251 filers. The top bank of Figure 12 summarizes the combined ag-
gregate AMT burden for Form 6251 filers and the burden from the threshold
decision for nonfilers of Form 6251. The first row shows the number of
Form 6251 filerswith AMT, their time and money burdens, and their time and
money burden as a percentage of the total for all taxpayers. The second row
contains similar data for the taxpayers affected only by the threshold deci-
sions about the AMT. For these taxpayers, the time and money estimates
shown may be spread over more or fewer taxpayers than indicated. The
bottom row is the total estimated taxpayer compliance burden from the AMT
for all taxpayersfor Tax Year 2000. Asnoted intheoverview of the AMT, this
estimate is based on the ITBM’s own internal estimates of the number of
taxpayers who filed Form 6251 for Tax Y ear 2000.

Figure 12
AMT Burden Including Threshold Burden for Nonfilers of Form 6251 — 2000

Time Burden Money Burden
Hours Per centage Dollars ($) Per centage
(in millions) of Total (in millions) of Total
Classified by Filing of Form 6251
Taxpayers filing Form 6251 10.9 59% $498 93%
Other Taxpayers 75 41% $40 7%
TOTAL 18.4 100% $538 100%
Classified by Liability from AMT
Taxpayers with liability attributable to the AMT 3 16% 122 23%
Taxpayers without liability attributable to the AMT 15.7 84% 416 7%
TOTAL 18.4 100% $538 100%

Note: Detail may not add to total due to rounding.
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The total AMT burden for filers and nonfilers of Form 6251 can be
reclassified into burden for taxpayerswhose liahility is actually affected by the
AMT and al other taxpayers. Taxpayers without liability from the AMT but
who filed Form 6251 regardless of any requirement to do so would be grouped
with nonfilers of Form 6251. This classification shows that only 16 percent
of the total time burden and 23 percent of the total money burden fall on
taxpayerswith AMT liability or reduced tax credits because of the AMT. This
information is summarized in the bottom bank of Figure 12.

As shown in Figure 12, the ITBM estimates that the combined AMT
compliance burden for Tax Y ear 2000 for Form 6251 filers and the threshold
compliance burden for taxpayers not filing Form 6251 is 18.4 million hours
and $538 million. Of this combined burden, 10.9 million hours and $498 mil-
lion are incurred by taxpayers who actualy file Form 6251, whether or not
required to do so. Further, of the combined burden, only 3.0 million hours
and $122 million of burden areincurred by taxpayers with liability attributable
to the AMT. Thus, taxpayers with liability from the AMT incur only 16 per-
cent of the total time burden and 23 percent of the total money burden of the
AMT. The remainder falls on other taxpayers.

Combined AMT compliance burden is just over 0.5 percent of the time
burden and about 3 percent of the money burden for all individual income tax
filers from all income tax provisions. Direct AMT liability was $9.6 billion
(AMT-related liahility including reduced credits was $13.5 hillion), or 1.0 per-
cent to 1.4 percent of individual income tax liahility.

Conclusions and Recommendations

The use of the new Treasury-IRS Individua Taxpayer Burden Model (ITBM)
to develop estimates of the taxpayer compliance burden attributable to the
AMT had two goals. First, it was intended to develop AMT compliance bur-
den estimates that would help inform the current public debate about the bur-
den impact of possible changesto, or even elimination of, the AMT. Second,
the process of developing those AMT burden estimates was intended to ex-
plore the ability of the ITBM to provide compliance burden estimates for
specific tax provisions. As such, this paper is part of a continuing effort to
test, validate, and uncover elements of the ITBM that may require further
investigation or change.

The model proved capable of providing estimates of average taxpayer
burden that we believe to be usable, athough certain limitations of the ITBM
raise doubts about their precision. Overall, the results showed that each tax-
payer who filesan AMT form, whether required to do so or for no apparent
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reason, incurs a compliance burden that averages 1.9 hours and $88 dollars,
but the results vary greatly by the method of tax return preparation. Taxpay-
ers using a paid-preparer have an average AMT compliance burden of 1.7
hours and $107. Taxpayers self-preparing with tax software have a 2.4-hour
and $15 burden, and taxpayers self-preparing manually have an average bur-
den of 4.6 hours and $17. Overdl, less than one-quarter of burden was
estimated to be from actual completion of the tax return. Thus, relative bur-
dens by preparation method meet reasonable a priori expectations. The re-
sults were less acceptable when classified by a measure of the complexity of
the taxpayer's AMT situation and by types of burden. It does not seem rea-
sonable for taxpayer burdens to be nearly identical for simple and complex
AMT taxpayers. Nor doesit seem reasonable for complex AMT filersto have
almost no burden from recordkeeping. When classified by the reason that the
taxpayer filed the AMT return, burden did not follow a systematic pattern.
Either thereisno systematic differencein burden between such groups, or the
model is not able to capture it.

In developing estimates, the richness of the ITBM became apparent. By
examining the assignment of the ITBM'’ s attributes (the ITBM’ s basic building
blocks of taxpayer burden) to each tax form line and the related instructions
for each ling, it is possible, although cumbersome, to determine much of the
causes of time burden. These same features provide instruments for deter-
mining how estimates of burden vary under alternative assumptions, such as
assumptions about the extent to which taxpayers actualy read tax form in-
structions or use instructions and worksheetsin separate IRS publications. It
is aso possible to examine how burden is affected as the investigator varies
the ITBM’ s attributes.

Aggregate levels of AMT compliance burden for AMT filers are depen-
dent on the number of AMT filers. Determining the appropriate number of
taxpayers using the ITBM proved very difficult, and the numbers of affected
taxpayers as estimated by the ITBM differed enough from estimates from the
SOI sample of taxpayers to raise questions that require further investigation.
The ITBM’s estimate of aggregate burden from the AMT for all Form 6251
filers for Tax Year 2000 is 10.9 million hours (under 4 percent of their total
burden) and $498 million (14 percent of their total burden). An aternative
estimate based on SOI estimates of the numbers of taxpayers affected is 8.7
million hours and $440 million. The ITBM’s estimate for combined AMT
burden, aggregate AMT burden plus AMT threshold burden, is 18.4 million
hours (about 0.5 percent of total burden for all taxpayers) and $538 million (3
percent of total burden for all taxpayers). In 2000, AMT-related liability, de-
pending on how it is measured, is between 1.0 percent and 1.4 percent of total
individua income tax liability.
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The structure of the ITBM allows an investigator to make previously
unavailable estimates of the compliance burden of the AMT on taxpayers who
consider whether they are affected by the AMT and ultimately decide that it
does not affect them. Thistype of taxpayer burden from threshold decisions
is probably incurred from several features and options in the tax system, and
attempts to simplify the tax system and reduce taxpayer burden require a
better understanding of how taxpayers handle such decisions. While that
burden is included in the ITBM’s overall compliance burden estimate, the
ITBM aso provides tools that enable an investigator to allocate that burden to
specific tax provisions. Determining such allocations, however, requires in-
vestigators to better understand taxpayer behavior or to make assumptions
about how taxpayers actually behave. Using assumptions that the authors
believeto be reasonable, ITBM simulations dlocated 7.5 million hours and $40
million of burden to the AMT threshold decisions for other Form 1040 filers.
The threshold burden attributable to the AMT represents an additional 69 per-
cent of time burden and 8 percent of money burden.

In the course of this attempt to estimate AMT burden, several current
limitations of the ITBM were highlighted. Some of these may be relatively
easy to resolve over time. Others, including whether the model produces
reliable estimates, are more challenging. Even if one could argue that current
ITBM results are “reasonable,” they should be used very cautiously and with
the explicit redlization that ITBM results showing small changes or small dif-
ferences may be reflecting features of the model or analysts' decisions about
use of those features as much as, or even more than, underlying taxpayer
burden. In addition, time is needed to develop a cadre of analysts familiar
enough with both the ITBM and the complex structure of the Federal indi-
vidual income tax system to use the ITBM in a production environment. That
development process is aready under way. Continued attempts to use, vali-
date, and improve the ITBM go hand-in-hand with development of analysts
skillsin model use.

The sample of taxpayer records that is used by the ITBM to represent
national taxpayer activity needs to be re-examined. In particular, differences
between the ITBM’s data file and the CWHS need to be tracked down and
eliminated. Prior-year returns may have to be included in the model’ s datafile
to better represent current-year taxpayerswho file their returns very late. The
sample may have to be enriched so that better estimates can be made for less
commonly used tax provisions. For each taxpayer record that is included,
more of the data items from the original tax return may need to be retained.
(For example, if the amount of tax as recalculated by the ITBM differs from
the amount of tax shown on the tax return, both values should be included in
thedatabase.) Similarly, in performing the simulations for the AMT, the diffi-
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culty in determining the number of Form 6251 filers may be partially attribut-
able to the elimination of an administratively recorded form indictor from the
ITBM’s data file. Many of these changes are noncontroversial or could be
addressed by using the full SOI sample instead of the Continuous Work His-
tory Sample as the basis for the model’ s data.

The ITBM’s underlying method of determining burden based on im-
puted taxpayer activity requires further exploration and refinement. Some
improvements may require additional research into, and collection of informa-
tion about, actual taxpayer behavior. Non-tax return information may haveto
be used to determine the relative importance of the various types of attributes
on time and money burden. Moreover, the ITBM currently estimates taxpayer
burden under the assumption that taxpayers actually read tax form instruc-
tions or, at least, that the attributes of those forms and instructions are a
reasonable proxy for the actionsthat taxpayers actually take. Evenif thatisan
accurate assumption for taxpayers who prepare their own tax returns manu-
ally, it may not accurately reflect the activities of taxpayers who use tax prepa-
ration software or use paid tax return preparers. Manual self-preparation is
becoming less prevalent each year. For self-preparers using software, the
printed tax return may be inapplicable, and, to get better estimates, the at-
tributes associated with paper forms may need to be replaced with the at-
tributes from the visua interface of the software. Appropriate changes may
also have to be made for taxpayers using paid preparers. With these changes,
the ITBM may be better able to model the burden because it would be measur-
ing the activities that a taxpayer is likely to undertake. The ITBM must be
updated and extrapolated to represent tax years beyond 2003 or 2004. Solu-
tions to many identified problems are already being explored and will be incor-
porated into the ITBM. Moreover, many elements and features—particularly
its ability to answer “what if” questions—can only be tested and validated
through continued ITBM use.

Despite its current limitations, the ITBM has obvious strengths and has
tremendous potential. The I TBM will provide amajor increasein our ability to
measure taxpayer burden and to understand the elements that produce bur-
den. With a continually improving ITBM, policymakers and tax administra-
torswill have moretools to help them achieve their goals while minimizing the
compliance burden imposed on taxpayers.

Acknowledgements

The authors would like to thank John Guyton, Jian Zhou, and Scott Stilmar
for sharing their expertise and acquired knowledge about the Treasury-IRS
Individual Taxpayer Burden Model, to John Eiler for assistance with under-
standing the taxpayer data files, and to Susan Nelson, Wu-Lang Lee, Kim
Bloomquist, and Mary Phillips for reviewing earlier versions of this paper.



Evaluating the Individual Taxpayer Burden Model 171

Allen H. Lerman is an economist in the Office of Tax Analysis of the
United States Treasury Department. Peter S. Leeis an analyst in the National
Headquarters Office of Research, Internal Revenue Service. The opinions
expressed are those of the authors and are not necessarily those of the United
States Treasury Department or the Internal Revenue Service.

Endnotes

! For amore detailed description of the ITBM, see Guyton, John L.;
O'Hare, John F.; Stavrianos, Michael P.; and Toder, Eric J. (2003),
“Estimating the Compliance Cost for the U.S. Individual Income Tax.”
National Tax Journal 56, Number 3, pp. 673-88.

2 During the course of this project, IBM Consulting Services was known
as Price Waterhouse, PriceWaterhouseCoopers, and PWC Consulting.

3 This paper does not attempt to compare the tax liability estimates implic-
itly produced by the ITBM to the estimates produced by other models,
such as revenue models whose primary focus is the estimation of tax
liability changes.

* Net capital gains are taxed at the same rates that apply to capital gains
under the ordinary income tax.

5 An alternative would be to leave the attributes unchanged but not assign
those attributes to any taxpayers.

5 The ITBM estimated that fewer than 10,000 Form 1040A taxpayers were
subject to the AMT. They were not included in this analysis.

7 Aspreviously discussed, the ITBM overstates the true number of Form
6251 filers. Comparisons of unweighted counts of Form 6251 filers
with zero AMT liability and who were not otherwise required to file Form
6251 against Treasury Department administrative data revealed signifi-
cantly different results. See Figure 5.

8 One commercial tax preparation software program for Tax Y ear 2000
included five questions about sources or income or adjustments that may
have an impact on a taxpayer’s potential AMT. Taxpayers who are not
affected would answer no to al of the questions. Given the wording of
the questions, it seems doubtful that answering all of those questions
negatively would require more than a minute or two of consideration.

® The estimated average time to complete Form 6251 was shown in the tax
form instructions for Tax Y ear 2000 as 6 hours exactly. When Form
6251 was modified for Tax Year 2002 and its completion time was
recalculated, a clerical error was discovered. The corrected estimated
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average time, under the A.D. Little methodology, to complete Form 6251
for Tax Year 2000 is 5 hours and 1 minute.

10 Under the A.D. Little methodology, the aggregate AMT burden for Form
6251 filers would be calculated as 28.4 million hours.

1 Because attributes were not assigned specifically to threshold decisions
for nonfilers of Form 6251 when the ITBM equations were estimated,
the ITBM may actually be reflecting that burden in slight misestimates of
many I TBM coefficients. The extent of this effective inclusion of
threshold burden is not known and probably varies from provision to
provision.

2 See footnote 5.



